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February 16, 2018

Daniel Hall

Missouri Public Service Commission
Chairman

200 Madison Street, PO Box 360
Jefferson City, MO 65102

Dear Daniel,

The Heartland Institute recently sent you two studies explaining why WE
Energies should not be allowed to retire the Meramec power plant by 2022 and
replace it with more expensive and less reliable forms of energy.

‘The Heartland Institute has produced the enclosed Policy Study documenting how
unfair suosidies for renewable energy and state Renewable Energy Mandates are
driving the premature retirement of coal-fired power plants. Unfortunately, these
policies are costing American’s billions and crippling American manufacturers.
Closing these power plants will:

e Raise electricity prices because existing coal-fired power plants generate
electricity at half the cost of new wind and one-third of the cost of solar.

e Make the United States less energy independent.

e Cost billions in renewable subsidies and unneeded transmission costs.

e Hurt American manufacturing by driving up energy costs.

Daniel, please consider meeting with representatives from the Heartland Institute
to learr: how you can protect businesses in Missouri from these harmful policies.

Chris Talgo, a member of Heartland’s marketing, will call you in the next week to

ask if we can talk about this important issue. Please take his call, or give me a call
at 312/377-4000.

inc {’ely,

‘oiiica Harf{son
Director of marketing

























































































































issued the following statement: “Considering 70 percent of respondents had power restored

within 24-hours, we are looking at a cost of close to $120,000 per minute for all businesses in the
»nil

state.

According to the Business SA survey results, the median cost borne by businesses due to the
power outage was $5,000, a figure that includes the loss of production, trading, and the cost of
paying wages to employees. The vast majority of those losses were absorbed by busmess owners
and consumers; only 37 percent of businesses had business interruption insurance and more than
half of those with insurance were not covered for losses associated with blackouts. Only

12 percent of businesses had a backup generator.”

Since the state-wide blackout, South
Australia has experienced two more load-
shedding events—power outages caused

In today’s energy environment, increasing
renewable capacity at the expense of

1'eli?1ble coal-fired power 'plants puts the by grid operators cutting power to certain
United States at greater risk of areas so power plants are not overloaded
experiencing costly power outages. and damaged—on December 1, 2016 and

February 9, 2017. The December blackout
caused the electricity distributor to make
compensation payments of more than $20 miltion to about 75,000 customers.”

Power outages could be even more devastating if they were to occur in the United States, given
our larger population and economy. For example, in mid-August 2003, an electric power
blackout lasted up to four days in parts of the American Northeast and Midwest and in Canada,
adversely affecting 50 million people and shutting down 62,000 megawatts of clectricity load.
The blackout cost an estimated $4 billion to $10 billion in economic losses due to food spoilage,
lost production, overtime wages, and power line damages.™ In response to the need for a more
reliable energy system, Congress passed legislation in 2005 directing the Federal Energy
Regulatory Commission (FERC) to develop incentive-based rate treatments for interstate
transmission.* :

The 2003 blackouts in the United States were not caused by an overreliance on intermittent
renewable resources. But in today’s energy environment, increasing renewable capacity at the
expense of reliable coal-fired power plants puts the United States at greater risk of experiencing
costly power outages. One analysis found:

Comparing the expected electric industry performance in the less efficient diversity
portfolio case with the actual industry performance in recent years quantifies what is at

¥ Renato Castello, “Business SA Calculates September's Massive Blackout Cost the State $367 Million,”
news.com.au, December 9, 2016.

% Ibid.
¥ Charis Chang, supra nole 25.
# U.S. Energy Information Administration, supra note 46.

% Ibid.

-40-




stake if nothing is done to arrest the erosion in the cost-effectiveness, resilience, and
reliability of the current US power supply mix. A comparison of the current US electric
supply portfolio outcomes from 2014 to 2016 with analyses of the expected outcome
from the less efficient diversity portfolio case indicates that ... [p]reventing the erosion in
reliability associated with a less resilient electric supply portfolio mitigates an additional
cost of $75 billion per hour associated with more frequent power supply outages that add
to the current US average expected outage rate of 2.33 hours per year.

The fully allocated cost of power The National Academy of Sciences found
disruptions—including lost workdays,

foregone business sales, time spent the economic cost of bl'ackguts is about
waiting in gas lines, the life-or-death 50 times hlg.he.:r than the price of the
strains on hospitals and other health care actual electricity lost.

facilities, and more—is far higher than
generally recognized. The National Academy of Sciences found the economic cost of blackouts
is about 50 times higher than the price of the actual electricity lost, even without taking into
account deaths or other human tragedies.*” It is estimated that power outages already cost the
U.S. economy nearly $200 billion a year.**

E. Impact on Coal-Mining Communities

The premature closure of coal-fired power plants has caused significant harm to coal-mining
communities and coal-producing states, leading to jobs losses and falling coal production.

U.S. employment in coal mining peaked in 1923 at 863,000. Since then, mechanization has
greatly improved productivity in coal mining, and employment has declined (see Figure 24)
even as coal production increased.

89,90

More than 80 percent of the coal jobs in the United States support electricity production,
Between 2011 and September 2016, increased regulation, low natural gas prices, mechanization,
and a shift to western coal resulted in the loss of 36,000 coal-mining jobs, of which nearly

90 percent were in Appalachia.”! Jobs in the coal industry have an average salary of $82,000 per
year, making the loss of these jobs a significant problem for the region.

% Lawrence Makovich and James Richards, supra note 27, page 42,

¥ “Hurricane Sandy Alters Utilities’ Calculus on Upgrades,” New York Times, December 29, 2012.

% Neil Hodge, “Power Trip,” Special Topic — Emerging Risks, Allianz Global Corporate & Specialty, 2012.
Other studies estimate power interruptions cost the U.S. economy about $150 billion each year, or

4 cents/kWh; see Eleclric Refiability: Problem, Progress, and Policy Solutions, Galvin Electricity Initiative,
February 2011.

% Management Information Services Incorporated, supra note 19.

* Charles Kolstad, “What Is Killing the Coal Industry?” Stanford Institute for Economic Policy Research,
March 2017.

*' U.S Department of Energy, stipra note 5.
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Figure 24
Employment in Coal Mining, National, Western U.S. and Eastern U.S.
(FTE: Full-Time Equivalent)
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Employment in the coal industry has been declining for decades as productivity gains allow fewer workers
to mine more coal. However, coal mining jobs fell dramatically during the Obama administration. Source:
Charles Kolstad, “What Is Killing the Coal Industry?” Stanford Institute for Economic Policy Research,
March 2017.

A recent study commissioned by the U.S. Department of Energy found the number of coal jobs
in the country has been seriously underestimated, because official estimates do not include
contractor employment, which constitutes 30 to 40 percent of the mining jobs in states such as
Kentucky and West Virginia. The study concluded Appalachia lost more than 36 percent of its
coal mining employment between 2011 and 2015. More than 70 percent of the Appalachian coal
job losses were concentrated in Kentucky and West Virginia.”

Including contractor jobs, the Appalachian coal industry employed more than 95,000 people in
2009, and that total grew to 102,000 in 2011. Between 2011 and 2015, however, the number of
people employed in the Appalachian coal-mining industry fell to 65,600 jobs, a decline of

36 percent.”

Job losses due to productivity gains are a net positive for the economy, although individuals and
their families are still hurt by such job losses. Job losses due to distortions in the energy market

% Management Information Services Incorporated, supra note 19.

% Ibid.
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caused by scientifically unjustified regulations and uneconomic renewable energy subsidies hurt
individuals, families, consumers, businesses, and the economy overall,

Part Four
Concluding Observations

Electricity prices have risen approximately 36 percent since 2003 despite falling prices for
natural gas and essentially flat prices for coal. The increase can be attributed at least in part to the
premature retirement of coal-fired power plants, because existing coal plants generate electricity
for half the cost of new wind generation and one-third the cost of new solar generation,

Federal subsidies for wind and solar 1y (ypited States has among the lowest
generation sources exceeded $11 billion in

2013: extension of the wind Power Tax industrial electricity rates in the world,

Credit and solar Investment Tax Credit but this competitive advantage is

will likely impose additional high costs on | threatened by policies that prioritize
taxpayers. Moreover, the reported costs of | intermittent renewables over affordable
wind and solar energy do not take into baseload power.

account the expensive, extensive
transmission lines needed to transpott the
electricity to population centers. In Texas, 3,600 miles of transmission lines were built at the cost
of $7 billion—nearly $2 million per mile and $950 per household in the state.

Failing to act to preserve the existing coal-fired generation fleet will impact all U.S. citizens and
enterprises, hurting families, businesses, and manufacturers. Low-income households are
especially harmed because they pay the largest share of their income in energy bills. Businesses
are harmed by increasing commercial electricity prices and the potential for power outages if the
reliability of the grid is undermined. Businesses in South Australia have already suffered this
fate.

The United States has among the lowest industrial electricity rates in the world, but this
competitive advantage is threatened by policies that prioritize intermittent renewables over
affordable baseload power. The United States risks sluggish growth in energy-intensive
industries if it continues to follow in California’s renewable energy footsteps. Already, coal
communities have been decimated by overregulation, low natural gas prices, and renewable
energy subsidies and mandates.

The final report in this Heartland Policy Study series, “How to Prevent the Premature Retirement
of Coal-Fired Power Plants,” will help policymakers correct imbalances in regulated and

unregulated power markets to ensure the United States has access to affordable, reliable
electricity for decades to come.

#H##
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About The Heartland Institute

The Heartland Institute is a 34-year-old national nonprofit research organization, founded in
1984, dedicated to finding and promoting ideas that empower people.

Mission: Our mission is to discover, develop, and promote free-market solutions to social and
economic probiems.

Staff: A full-time staff of 39, including 31 working in Arlington Heights, lllinois. Dr. Tim
Huelskamp is president and Joseph Bast is CEQ. Dr. Herbert Walberg is chairman of the board.
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Environment & Climate News, and School Reform News — to every national and state elected
official in the United States and thousands of civic and business leaders. It also produces books,
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We hosted 15 websites generating 1.5 million page views, and our policy-oriented Heartland
Daily Podcast was downloaded 2.4 million times.

PolicyBot: Heartland hosts an online database and search engine called PolicyBot containing the
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28%; businesses 11%; other 3%. Heartland is funded entirely by the tax-deductible contributions
of its supporters and a small amount of earned income from the sale of publications and
admission to events. It receives no funds from any government at any level.

Contact information: 3939 North Wilke Road, Arlington Heights, 1L 60004, phone
312/377-4000, email think@heartland.org. For more information, visit our website at
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